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KEY ECONOMIC INDICATORS - NIGERIA 
AREA - 923,768 sq. km. (356,669 sq. mi.) 
DOMESTIC ECONOMY 1988 


GDP (current prices) (Naira bn) 145.2 
GDP (1984 prices) (N bn) 
GDP (real growth rate) (pct) 
Oil sector 
Nonoil 
Population (est. in millions) (a) 
Oil Production (mbd) 
Oil Exports (mbd) 


Average Exchange Rate (Naira/#) 
Official 
Market 
Inflation (CPI--Dec/Dec) (pct) 
Fed-Collected Revenue (pct of GDP) 
Fed-Retained Revenue (pct of GDP) 
Federal Expenditure (pct of GDP) 
Federal Deficit (pct of GDP) 


BALANCE OF PAYMENTS 
($ mn, unless otherwise noted) 


Merchandise Exports FOB 7,053 
of which, Petroleum 6,440 
Merchandise Imports CIF 5,776 
Trade Balance 1,276 
Current Account Balance -2,595 
Overall Balance 
(before exceptional financing) -4,899 
Foreign Debt (year end; excl. ST) 29,857 
Debt Service Ratio (pct) (b) 25 
Foreign Exchange Reserves 

(year end) 651 
U.S. Exports to Nigeria 

(Merchandise, FAS) 356 
U.S. Imports from Nigeria 

(Merchandise, CIF) 
U.S. Share (as pct of total): 


Nigerian Exports 53.3 43.2 45.8 


Nigerian Imports 8.8 


8.0 9.6 


(a) - Population estimate based on November 1991 census; estimates 
for prior years not available 
(b) - Debt service paid as percentage of exports of goods and 
services 


Sources: Central Bank of Nigeria, IMF, IBRD, U.S. Department of 


Commerce, and Embassy estimates. 





SUMMARY 


Nigeria’s economy in 1991 was marked by rising inflation stemming 
from a large government deficit financed by the Central Bank; 
consumer prices rose 23 percent for the year, compared with 3.6 
percent in 1990. Rapid money growth caused the exchange rate to 
depreciate, to which the government responded with procedural 
changes for the Central Bank’s foreign exchange sales and 
occasional monetary tightening. Real GDP grew 4.3 percent, as the 
five-year-old economic reform program continued to boost 
agricultural and manufacturing output. The key petroleum sector 
was a particularly bright spot in 1991, as Nigeria produced at its 
maximum capacity of 1.9 million barrels per day throughout the 
year, its highest output since 1980. Oil exploration continued at 
a fast pace, reflecting both world oil market conditions and better 
terms for oil producing companies. The boom in the oil sector was 
a major factor in the surge in U.S. exports to Nigeria, which 
increased by over 50 percent. An upsurge in fraudulent business 
solicitations from Nigeria, however, made it an increasingly 
agifficult and sometimes dangerous country with which to do 
business. 


PART A_~- CURRENT ECONOMIC SITUATION 


d. Nigeria enjoys a dynamic, enterprising 
population and a wealth of natural resources, notably petroleum. 
But for much of its history, misguided economic policies and 
political instability have held back Nigeria’s development. 
Distorted incentives and a large government role in the economy 
meant that Nigeria’s income from the oil boom of the 1970s was not 
invested wisely, leaving the economy vulnerable to the downturn in 
the oil market that followed. To correct these problems, President 
Ibrahim Babangida launched the Structural Adjustment Program (SAP) 
in July 1986, a far-reaching attempt to reshape the economy’s 
structure of incentives and to reduce the role of the state. One 
of the most powerful but controversial elements of SAP was a large 
devaluation to encourage domestic production and to reduce reliance 
on imports. Other SAP measures included the abolition of import 
licenses, commodity boards, and price controls; privatization of 
many public enterprises; and deregulation of the financial and 
investment regimes. The response to SAP has been encouraging: 
from 1986 to 1990, real GDP grew at a 5.1 percent average annual 
rate, compared with only 0.2 percent from 1981 to 1986. The 
increase in domestic output was not able to overcome the severe 
fall in Nigeria’s international purchasing power during the 1980s, 
however, and by the end of the decade, real consumption per capita 
was thought to have returned to the level of the early 1970s. 


Recent Economic Developments. Nigeria’s economy entered 1991 





a 


bolstered by the windfall oil earnings enjoyed during the Gulf 
crisis. After a restrictive fiscal and monetary stance from mid- 
1989 onward had brought inflation down from a 50 percent annual 
rate to single-digit levels by late 1990, an upsurge in public 
spending beginning in the fourth quarter of 1990 led to a reversal 
of that disinflationary trend. The nationwide composite consumer 
price index, which had risen only 3.6 percent in the 12 months to 
December 1990, increased 23.0 percent over the following year. 
Many private estimates of inflation were considerably higher. 
Rising prices eroded the real wage gains occasioned by the doubling 
of the minimum wage at the beginning of 1991 and led to significant 
distress among much of the population. The large public deficit 
was explained as the result of heavier-than-anticipated external 
debt service payments and the costs of the political transition and 
the national census conducted in November. It drew considerable 
public criticism, however, since a balanced federal budget had been 
promised for 1991. 


Real GDP growth for 1991 is estimated at 4.3 percent, according to 
preliminary government figures, compared with 5.1 percent in 1990. 
Agricultural sector growth was an estimated 5.0 percent, helped by 
ample rains and improved fertilizer distribution, while growth in 
manufacturing was an estimated 6.1 percent. 


° Nigeria’s petroleum sector has been a particularly 
bright spot in the last few years. After low levels of investment 
in the early 1980s had led to declines in Nigeria’s production 
capacity and reserves, the government embarked on a drive to 
increase its proven reserves from 16 to 20 billion barrels and its 
production capacity from 1.9 to 2.5 million barrels per day (mbd) 
by the mid-1990s. As part of that process, new acreage for oil 
exploration was awarded in 1991 to both Nigerian and foreign 
companies, bringing several new faces into Nigeria’s oil industry. 
Another noteworthy event in 1991 was the conclusion of new 
Memoranda of Understanding with the several foreign oil companies 
that operate in joint ventures with the state-owned Nigerian 
National Petroleum Corporation. The new agreements widened the 
companies’ profit margins, provided increased cost allowances, and 
instituted new incentives for additions to reserves. The improved 
terms are expected to sustain a high level of exploration in the 
sector, an important market for U.S.-origin equipment and services. 


° Nigeria’s domestic manufacturing sector is 
concentrated in such light industries as textiles, food processing, 
and beverages. Manufacturers were jolted by the 1986 devaluation, 
since most establishments had been set up to process low-cost 
imported inputs. Since then, they have been forced to increase the 
domestic content of their goods, adding to Nigeria’s real GDP. As 
a result, the Central Bank’s index of manufacturing output, which 
in 1986 had retreated to the level of 1979, had increased by 75 
percent over its 1986 level by the first half of 1991. Nigerian 
manufacturers with high domestic content in their products have 
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been able to take advantage of the relatively high real value of 
the CFA franc to increase their exports to Nigeria’s neighbors. 
Most of this trade goes unrecorded, however. 


Agriculture. Agriculture accounted for 30 percent of Nigeria’s GDP 
in 1991, but employed some 60 percent of the labor force. The 
basic goals for the sector, as outlined in the 1992 budget, are 
food security, affordable food prices for consumers, and creation 
of rural employment to stem migration to urban areas. These goals 
led to the so-far unrealized hope that the distorting import bans 
on wheat, flour, corn, rice, vegetable oils, meat, poultry, malting 
barley, and malt would be lifted. The bans, imposed in 1987, 
resulted in the smuggling of an estimated 480,000 mt of wheat and 
wheat flour and 250,000 mt of rice in 1991. The bans have caused 
domestic prices of agricultural products to skyrocket. Domestic 
wheat prices are five times the world price, palm oil three times, 
rice three times, and corn two and a half times. The bans have 
caused flour mills, feed mills, and modern poultry farms to operate 
at only a small fraction of their capacity. 


. After the windfall earnings Nigeria enjoyed 
as a result of the Gulf crisis, oil exports in 1991 receded to an 
estimated $11.8 billion, as Nigeria’s average realized price per 
barrel fell to $20.40, while average export volume for the year was 
a strong 1.6 mbd. Imports surged in 1991, however, to an estimated 
$8.7 billion. As a result of the reduced trade surplus, Nigeria is 
believed to have slipped back into a deficit on current accounts of 
an estimated $1.1 billion. 


Nigeria’s severe external debt burden continues to cloud its 
balance-of-payments outlook. The debt, which totals about $30 
billion after a recent debt reduction deal (see below), amounts to 
90 percent of GDP; debt service due, before rescheduling or debt 
relief, is projected at about $5 billion annually for the next 
several years. Accordingly, Nigeria has been seeking to reduce 
both its debt service payments and the stock of its outstanding 
debt. In January 1991, after the International Monetary Fund 
approved a new 15-month standby credit, Nigeria rescheduled most of 
its debt service due in 1991 and early 1992 to the Paris Club of 
government creditors. In January 1992, Nigeria concluded a deal 
with the London Club of commercial banks allowing it to repurchase 
about $3.4 billion of its debt at 40 cents on the dollar; another 
$2.1 billion was converted into 30-year collateralized bonds at a 
fixed interest rate. 


° In 1991, Nigeria maintained a dual 
exchange rate system, with an official rate determined through 
sales of foreign exchange to licensed banks at the Central Bank’s 
Foreign Exchange Market (FEM), and an “autonomous,” or free market 
rate determined in the interbank market. These rates were unified 
in a March 1992 reform. In addition, through a system of licensed 
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"bureaux de change," individuals may buy and sell foreign currency 
and travellers’ checks, also at a free market rate. A flourishing 
parallel or black market in foreign exchange also exists, although 
it is unauthorized. Investors in Nigeria may also obtain domestic 
currency through the government’s debt conversion program. Special 
restrictions apply, however, to the repatriation of dividends and 
capital from investments made using this process. 


Nigeria’s comprehensive system of exchange controls requires 
government approval of all foreign exchange payments made through 
the banking system. There are no restrictions on the import or 
export of foreign currency notes, although those bringing in or 
taking out more than the equivalent of $5,000 are obliged to 
declare it. Nigerian residents are allowed to hold foreign 
currency-denominated accounts at local banks. 


Exchange rate developments in 1991 were dominated by the rapid 
increase in domestic liquidity occasioned by the government’s 
deficit spending. Rapid money growth prompted a faster-than- 
desired depreciation of the official exchange rate, which began the 
year at 9.0 naira (N) per dollar, leading the Central Bank to adopt 
a number of procedural changes at the FEM to stem the currency’s 
fall. In August, when the official exchange rate neared 12.0 naira 
per dollar, the Central Bank adopted a “target zone" approach, 
which stabilized the official rate at 9.86 naira during the last 
quarter of 1991. On the free market, a sensitive barometer of 
domestic monetary conditions, there was a _  near-continuous 
depreciation of the naira, which fell from 10.3 to the dollar at 
the beginning of 1991 to 15.6 at year-end. The March 1992 reform 
of the foreign exchange regime is expected to improve the 


government’s fiscal position and thus reduce the need for monetary 
expansion. 


1992 Budget. Nigeria’s budget for 1992, covering the military 
government’s last year in power, offered no dramatic policy 
departures. The budget promised the restoration of fiscal 
discipline and a small, N2 billion budget surplus at the federal 
level. But the government’s success in meeting that target will 
depend on its ability to hold spending in check and on developments 
on world oil markets, since oil provides over 80 percent of 
government revenue. For 1992 the government has again promised a 
major reform of its method of conducting monetary policy, moving 
from quantitative credit ceilings to open market operations to 
influence domestic monetary conditions. This change will stimulate 
competition in the banking system and lead to a more efficient 
allocation of credit. 


Political System. Nigeria maintains a federal system of 
government, with 30 states and 589 local government areas. The 
Federal Capital Territory, home to the new capital of Abuja, to 
which the government formally moved in December 1991, is a separate 
jurisdiction. In 1992, Nigeria is scheduled to complete its 
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process of return to civilian rule, as announced in 1987. In the 
meantime, Nigeria continues to be ruled by the 19-member Armed 
Forces Ruling Council, chaired by the President and head of state, 
General Ibrahim Babangida. Civilians have already assumed office 
at the state and local levels of government. Local government 
elections were held in December 1990, while state governors and 
houses of assembly were elected in December 1991. Nigeria 
continues to use the controversial "open ballot" system, which 
requires voters to line up behind pictures of their chosen 
candidates. Elections for the National Assembly are scheduled for 
July 4, 1992, and the election for President is slated for December 
5. The elections are being contested by two political parties, the 
National Republican Convention (NRC) and Social Democratic Party 
(SDP), which were established with government support. 


= 0 H s 


Investment. Nigeria actively seeks foreign investment. With a 
relatively low-cost labor pool and the largest domestic market in 
sub-Saharan Africa, it offers many opportunities for foreign 
investors. However, unreliable infrastructure, an improving but 
often confusing and inconsistent regulatory environment, and the 
importance of personal ties in doing business mean that 
considerable time and managerial effort must be invested before 
profits can be achieved. Delays in remitting dividends are also 
common. Proposed foreign investments must first be screened by the 
Industrial Development Coordination Committee (IDCC), a one-stop 
investment center chaired by the Minister of Industry and 
Technology. The IDCC is supposed to respond to investment 


proposals within three months. This target is not always achieved, 
however. 


In December 1989 the government liberalized the Nigerian 
Enterprises Promotion Decree to allow 100 percent foreign equity 
ownership of Nigerian businesses in certain cases. The rule 
applies to new investments only and is not retroactive. The 
government also allowed foreign firms to invest in the 40 lines of 
business normally reserved for 100 percent Nigerian ownership if 
they invest a minimum of N20 million. Banking, insurance, 
petroleum prospecting, and mining continue to require at least 60 
percent Nigerian ownership. The expatriate quota system allows two 
expatriate slots for foreign investments of at least N5 million and 
four positions for N10 million investments. Additional slots may 
be approved on a case-by-case basis. 


In the crucial oil sector, Nigeria plans investment of as much as 
$25 billion over the next five years to increase its proven 
reserves and production capacity by 25 percent. Other promising 
investment opportunities lie in the fishing, petrochemical, food 
processing, light industrial, and consumer goods industries. 
Nigeria has duty drawback, in-bond, and duty suspension schemes 
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that allow for duty-free importation of raw and semifinished 
materials destined for export. In addition, Nigeria’s first export 
processing zone was established in 1991 at Calabar. If the zone 
operates as planned, it will allow investors duty-free importation 
of raw materials and semifinished products for further manufacture 
and export. The Overseas Private Investment Corporation (OPIC), an 
agency of the U.S. Government, can provide political risk insurance 
for U.S. investors. 


Trade. In 1991 the United States became Nigeria’s third largest 
supplier of industrial inputs and equipment (after Germany and the 
United Kingdom). Major U.S. exports to Nigeria in 1991 were parts 
for boring or sinking machinery, aircraft, fishing vessels, 
Grilling platforms, animal fats, polyethylene, surveying 
instruments, and transmission apparatus. U.S. exports are also 
competitive in computers, business and office equipment, power 
generation and distribution equipment, cosmetics, medical 
equipment, and scientific instruments. Nigeria continues to 
prohibit the import of some potentially significant U.S. exports, 
such as food grains. Prior to the ban, wheat was the largest U.S. 
export to Nigeria, accounting for over $200 million in U.S. exports 
in 1985. 


Fraudulent business activity is a common and growing problem in 


Nigeria. Fraudulent operations range from the simple and obvious 
to the complex and sophisticated. The U.S. Embassy in Lagos 
strongly recommends that U.S. citizens entering into new business 
relationships with Nigerian residents or businesses defer travel 
and make no payments until the bona fides of the transaction can be 
confirmed by the Embassy. Department of Commerce district offices 
can assist firms in contacting the Embassy for this purpose. 


U.S. exporters are urged to appoint agents/distributors as the best 
way to penetrate the Nigerian market. Exporters can use the U.S. 
Department of Commerce’s Comparison Shopping Service to determine 
market potential for their products; the Agent/Distributor Service 
to locate a potential representative; and the World Traders Data 
Report to confirm the reputation and capabilities of potential 
Nigerian partners. Shipments to Nigeria should be made only after 


issuance of an irrevocable letter of credit confirmed by a U.S. 
bank. 


%U.S. Government Printing Office : 1992 - 311-913/40057 








